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Introduction

Welcome to a special edition of Reaction, in which KPMG International
takes an in-depth look at the global chemicals and performance
technologies industry by focusing on the results of KPMG's 2012
Industry Outlook Survey. This annual survey polls chemicals industry
executives from the US, Europe, and the Asia Pacific region. The survey
covers the industry outlook for business conditions, M&A, capital
spending, revenue, headcount and other key categories across the
three regions.

Perhaps unsurprisingly, the macroeconomic environment is much
more of a concern for executives than it was in the 2011 survey —
with executives in Europe and the US seemingly more worried
than their counterparts in Asia. This comes through strongly in
the revenue and hiring expectations for the next twelve months
which are much less bullish than they were 12 months ago.

Despite those concerns, however, companies generally
continue to focus on growth and expansion. Strong financial
discipline since the last downturn has enabled companies
to generate significant cash reserves and many executives
report that they are actively seeking to deploy those
reserves to pursue strategic acquisitions and new product
development in order to access long-term growth.

On behalf of KPMG International, | would like to thank
those executives who participated in this survey. | hope
the findings are useful to you in addressing market
challenges and opportunities. | also welcome the
chance to discuss this study and its implications for
your business in the year ahead.

Mike Shannon
Global Leader for Chemicals and
Performance Technologies
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Key findings from

KPMG's 2012 Chemical

Industry Pulse Survey

The KPMG survey was conducted in July 2012 and reflects the
responses of 156 senior executives in the Chemical industry —
53 in the US, 50 in Europe, and 53 in Asia-Pacific. Based on
revenue in the most recent fiscal year, 21 percent of
respondents work for institutions with annual revenues
exceeding USD10 billion, 35 percent with annual
revenues in the USD1 billion to USD10 billion
range, and 44 percent with revenues in the
USD100 million to USD1 billion range.

Key findings from the survey include the following:

e Seventy-two percent of industry executives indicate that their
companies have significant cash on the balance sheet and
51 percent say their companies’ cash positions have improved
from last year.

e Nearly two thirds (63 percent) of all executives plan to increase capital
spending over the next year. For the second year in a row, Asian executives
were most bullish about capital spending with 81 percent expecting an
increase, versus 48 percent in the US and 58 percent in Europe.

e Worldwide, the highest priority investment areas are new products
or services (35 percent), and the acquisition of a business
(33 percent). US executives indicate that they plan to be much
more aggressive investing in these two areas than their
Asia-Pacific and European counterparts.

e Alarge majority (90 percent) of executives indicate that
their companies are likely to be involved in a merger or
acquisition in the next two years — up from 83 percent
last year. US executives were most optimistic about
being buyers (48 percent); European respondents
were the most likely sellers (52 percent).

e Despite plans for expansion, the macroeconomic
environment is far more of a worry for executives
than this time last year. For instance, 80 percent of
chemical executives expect revenue to increase
next year, a drop from the 85 percent in 2011,
who expressed higher revenue expectations.
Meanwhile, 65 percent of respondents say that
headcount will increase next year, a decline from
71 percent who had higher hopes last year.
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B Economic environment

Modest expectations for economy

Forty-five percent of respondents worldwide stated that the global economy would
improve moderately in 2013. Surprisingly, the greatest optimism was in Europe, with
54 percent of the respondents looking forward to a moderate improvement.

A year from now, what are your expectations for the economy?

100% —
-
= 0 .. R
19%
80% —
60% —
56%
60% 42%
40% — 9 9
42% 54% . 46%
20% —
0% —
2012 2011 2012 2011 2012 2011 2012 201
us Europe Asia-Pacific Total
M Significantly improved Moderately improved [ About the same
Il Moderately worse Significantly worse

Source: KPMG International 2012
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Full recovery expected later than before When do you think the global economy as a whole
will recover? Recovery will be substantially complete

Compared to last year, respondents were generally less by what year?
optimistic about the recovery of the economy. In 2011,

26 percent felt that the economy would recover by the end

of the next year (2012), whereas only 10 percent of this year’s
respondents expected recovery by 2013. In the same way,
predictions of a substantial recovery within two years have
also declined, from 42 percent in 2011 to only 18 percent

in 2012.

Asia-Pacific

B Endof2012 [ First half of 2013 M End of 2013
I End of 2014 End of 2015 or later

Source: KPMG International 2012

Collapse of the Eurozone a key concern

The potential collapse of the Eurozone as well as the sustainability of the
US economic recovery were the greatest areas of concern for the majority
of respondents. Issues such as the outcome of the US presidential election
were seen as less problematic.

Which of the following gives you the greatest cause for concern?

2%

Asia-Pacific

I Potential collapse of the Eurozone [™ Cooling of GDP growth rates in China I Sustainability of US economic recovery
[ Outcome of US presidential election Not significantly worried about any of the above

Source: KPMG International 2012
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Sector outlook

Estimated revenue growth

Most respondents anticipate growth rates between 6 to 10 percent. European
respondents were relatively optimistic, with a total of 72 percent expecting increases
of up to 10 percent.

What do you estimate your company’s revenue growth rate will be over the next year?

us Europe Asia-Pacific Total

04% 02% 02° o 03% D Increase by more than 20%
1 3% 00% 1 7% 1 0% ) Increase by 11% to 20%
34 32-. 40 350, P remenisnonn
34% 40% 23% 32% D Increase by 1% to 5%

No impact/change
06% 02% 07% 05% D Decrease by 1% t0 5%
03% 02% 00% 02% D Decrease by 6% to 10%

Decrease by 11% to 20%

000/0 020/0 020 o 01 % } Decrease by more than 20%

Source: KPMG International 2012
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Projections for greatest sales volumes

Most executives looked to 2013 or 2014 for a peak in sales volume. This finding can

be compared with responses to the earlier question about economic recovery. In both
cases, US executives were on average more pessimistic, with many expecting that

a return to previous performance levels would take three or more years.

In what year do you predict sales volume to be at its greatest for your
company?

100% —
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us Europe Asia-Pacific Total
[ 2011 Il 2012 2013 2014 Il 2075 and beyond

Source: KPMG International 2012
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Raw material costs

Significant cost increases for raw materials were indicated by the majority of
respondents across all regions. The largest number indicated an increase of between

6 and 10 percent.

What do you anticipate will happen to your company’s raw material costs over
the next year?

2% 3%

100% — p—— L% Tj

o 2%
80% —
60% —

40% —

20% —

0% —

2012 201 2012 201 2012 2011 2012 2011
us Europe Asia-Pacific Total
M Increase by more than 20% [" Increase by 11% to 20% [ Increase by 6% to 10%
B Increase by 1% to 5% I No change Decrease slightly

[ Decrease significantly

Source: KPMG International 2012
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Barriers to growth

Energy prices and lack of customer demand were cited most frequently by
executives as the top growth barriers in the industry. Additionally, nearly a third
(32 percent) of respondents in the US cited pricing pressures, versus 15 percent
of respondents in Asia-Pacific and 8 percent in Europe.

Which of the following are the most significant growth barriers facing your company over the next year?

Multiple responses allowed. Number of responses shown.

us Europe Asia-Pacific Total

08 04 06 1 8 P Lack of qualfied workforce

08 08 05 21 ) Access to and managing capital

1 3 1 6 21 50 D Energy prices

08 06 09 23 e

1 1 1 4 09 34 D Lack of customer demand

10 06 03 I
05 | 07 | 08 | 20w

07 02 04 1 3 D> Staying on top of emerging technologies
05 05 03 | 13 ‘e

04 06 09 19 e

17 04 08 @ 29 reowe
02 08 05 15 »w

13 04 17 R N S —
03 02 04 09 P Exchange rate fluctuations

Other

Source: KPMG International 2012
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Supply chain stability

For global chemical companies, global competition is the greatest threat to supply
chain stability, according to respondents. Rising commodity costs were also a concern,
outpacing even regulatory pressures.

What are the biggest risks to your supply chain stability?

Multiple responses allowed. Number of responses shown.

1

Asia-Pacific

M Diminishing source M Global competition [ Natural disasters B Supply chain capacity [ Regulatory pressures

[ Geopolitical unrest Rising commodity costs Availability of suppliers

Source: KPMG International 2012
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Current headcount

Almost half of the respondents (47 percent) stated that their companies had
increased headcount by more than 4 percent. Only 15 percent reported no change.

Compared with this time last year, how would you describe your company’s current headcount?

us Europe Asia-Pacific Total

09% 04% 1 1 % 08% P Increased by more than 10%
1 1 % 22% 26% 20% D Increased by 7% to 10%

1 7% 1 8% 23% 1 9% D Increased by 4% to 6%

1 5% 1 8% 1 3% 1 5% D Increased by 1% to 3%
About the same

15 08-. 11.. { | ST ————
04% 06% 02% 04% D Decreased by 4% to 6%
04% 06% 04% 04% D Decreased by 7% to 10%
02% 00% 0200 01 A D Decreased by more than 10%
04-. 00-. 00-. 005 > s

Source: KPMG International 2012
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Expectations for hiring

The majority of respondents indicated an increase in their company’s headcount of
up to 10 percent in the coming year. At the same time, almost a fifth did not anticipate
any hiring; while in the US 21 percent actually expect to decrease headcount in the
coming year.

How do you expect your company’s headcount to change one year from now?

us Europe Asia-Pacific Total

08% 00% 090 A 06% D Increase by more than 10%
09.. 12.. 28-. 1), P reesetyrn0io

1 3% 34% 1 7% 21 % D Increase by 4% to 6%
26% 1 2% 23% 21 % D Increase by 1% to 3%
About the same
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Source: KPMG International 2012
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Cash positions

Most respondents stated that their company’s cash position had remained the same
or had moderately increased since 2011. However, respondents indicating significant
increases were fewer in number than respondents indicating moderate or significant
declines.

Compared to a year ago, your company'’s cash position (cash on balance sheet) has:

Asia-Pacific

B Significantly increased ™ Moderately increased B Remained the same I Moderately declined Significantly declined

Source: KPMG International 2012
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Capital spending and investing

On the whole, most respondents indicated a cautious approach to capital spending
in the coming year. Over 20 percent plan on a 1 to 5 percent increase. Nearly an
equal number predicted a 6 to 10 percent increase. An additional 19 percent of those
surveyed expected to keep their spending about the same.

What is the outlook for capital spending by your company over the next year?

1%

2% 2%
100% — —
o _f j
2% 3%
80% —
60% —
40% —
20% —

0%

2012 201 2012 201 2012 201 2012 2011
us Europe Asia-Pacific Total
B Increase by more than 20% [77 Increase by 11% to 20% Increase by 6% to 10%
B Increase by 1% to 5% [ About the same ™ Decrease by 1% to 5%
|7 Decrease by 6% to 10% Decrease by 11% to 20% [ Decrease by more than 20%

Source: KPMG International 2012
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Future focus areas

Greatest focus of management

Compared to other respondents, executives from chemicals companies in the US
indicate a greater focus on significant cost reductions as well as investments in organic
growth from new product development, pricing strategies and geographic expansion
than their global counterparts.

What is the top initiative from a management perspective for the next two years in terms of energy, time,
and resources?

us Europe Asia-Pacific Total

1 0% 1 0% 02% 08% D Merger/acquisition

Strategic divestiture of current assets
0 060 1 30 080 } Navigating significant changes in the
04 /° /° /° /o regulatory environment
Significant changes in business model
17-. 26+, 19.. 2o, P swiemaen

Significant improvement of operation
processes and related technology

0 1 60 090 090 } Significant changes to financial processes
02 %o %o %o %o and related technology

Significant cost reduction initiatives
23 10-. 13- 15.

Significant investment in organic growth (new product
development, pricing strategies, geographic expansion)

o 020 020 } Improve enterprise risk management
040/0 00 /0 /0 0 programs/processes

Source: KPMG International 2012
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Balancing potential global economic risks with the
need to expand into new products and markets to
capture growth will be key to success. »y

Paul Harnick, Global COO for Chemicals and PerformanceTechnologies
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Spending in key areas

Interestingly, when it comes to key areas in which executives are willing to
spend, responses varied significantly based on region. Almost twice as many
US executives than Asia-Pacific executives cited acquisition of a business or
new products and services as one of three areas for increased spending.
However, this ratio was reversed for the two regions when it came to spending
on information technology.

In which three areas do you expect your company to increase spending the most over the next year?

Multiple responses allowed. Number of responses shown.

us Europe Asia-Pacific Total

22 1 8 1 4 54 D> New products or services
24 1 6 1 2 52 D Acquisition of a business
09 18 15 42 > corsicom
18 09 13 40 s
07 10 09 26 i
1 4 1 1 09 34 D Research and development
05 06 08 1 9 ) Advertising and marketing
09 08 12 @ 25 e
05 06 08 1 9 ) Employee compensation and training
05 02 08 11 e
01 00 00 01 »o

Source: KPMG International 2012
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Investment timeframe

Almost 40 percent of US respondents reported that investment is significantly
underway, almost doubling the results reported from this region in 2011.
Thirty-one percent of Asia-Pacific respondents believe investing will heat up in
the fourth quarter of this year. Meanwhile, more than half (52 percent) of
European respondents said that they anticipate investments to occur during the
fourth quarter of 2012 or first quarter of 2013.

What do you think is the most likely time frame for investment?

ow

Europe Asia-Pacific Total
[l Investment is significantly under way Third quarter 2012 B Fourth quarter 2012 First quarter 2013
Second quarter 2013 [ Second half 2013 2014 and beyond

Source: KPMG International 2012
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M&A and NPD to drive

revenue growth

Gearing up for investment and growth

Despite escalating costs, rigorous competition and a struggling global economy, most
global chemical industry executives say they will use a significant amount of cash on
their balance sheets to spur growth, mainly through acquisitions and new product
development. This optimism is strongest in emerging economies. At the same time,
most respondents are less optimistic about growth in revenue, especially as compared
to a year ago.

Driving revenue growth

Key drivers included expansion to new markets and new products. Organic growth
ranked somewhat below new products and somewhat ahead of acquisitions or joint
ventures.

What do you think will be the biggest drivers of your company’s revenue growth over the next one to three years?

Multiple responses allowed. Number of responses shown.

Asia-Pacific

B Organic growth [ New products B Expansion to new markets [ Acquisition/joint venture Adjacent products and/or services

Source: KPMG International 2012

14

Despite economic headwinds, the chemicals sector
has experienced some positive momentum in the
past year.The improved cash positions will allow
them to be more aggressive to drive growth and
innovation. »y

Mike Shannon, Global Chair, Chemicals and Performance Technologies
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M&A activity still climbing

Ninety percent of executives indicate that their companies are likely to be involved
in @ merger or acquisition in the next two years — up from 62 percent in the 2011
survey. Notably, respondents in the US were the most focused on being buyers
while European respondents were the most likely sellers.

What is the likelihood that your firm will be involved in a merger/acquisition in
the next two years?

100%

3 4%
2%
80% —
12% 2% 12%
60% —
0
3% 26% % 19% 37% 1 1%
40% —
34%
22% 26%
20% — 2l
0% —
2012 2011 2012 2011 2012 2011 2012 2011
us Europe Asia-Pacific Total
B Very likely - as a buyer Somewhat likely — as a buyer Very likely — as a seller
B Somewhat likely — B Very likely - [ Somewhat likely —
as a seller as both buyer and seller as both buyer and seller
™ No plans for M&A activity Not sure/don’t know

Source: KPMG International 2012
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Investments by region

Respondents named China, the US, and Europe as the geographic regions that will

be the focus of investment. US and European executives showed a much stronger
preference for domestic investment. China remained a favored investment location for
executives in all three regions.

Which geographical region(s) will be the focus for the majority of your
investment capital over the next two years?

Multiple responses allowed. Number of responses shown.

29 35
20 17
I I 10
2012 20M
us
19
2012 20M
Europe
H 4
5 I
2012 20M
Brazil
Source: KPMG International 2012 B us " Europe
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Emerging-market growth by region

As expected, China and India were cited as the two greatest areas for market growth.
However, the Middle East placed ahead of Brazil, perhaps reflecting recent weak
economic performance of the Brazilian economy combined with strength of the Real.

Where do you expect to see the highest rates of emerging market growth in the chemical industry over the next
five years?

Middle East
12%

*Indonesia, Vietnam, Malaysia

Brazil [NNEGHIIZSENY . 2%

© OtherSouth-eastASia e
(Indonesia, Vietnam, Malaysia) (9% 6% 8%

Bus [ Europe Asia-Pacific B Total

Source: KPMG International 2012
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R&D investments

Most respondents indicated that their companies would be investing between
2 and 3 percent of revenues in R&D. Slightly more than half of Asia-Pacific
executives expected R&D investments of between 3 and 5 percent.

What proportion of revenue do you expect to invest in R&D over the next
twelve months?

100% 2%
80% —
60% —
40% —
20% —
0% —
2012 2011 2012 2011 2012 2011 2012 2011
us Europe Asia-Pacific Total
B More than 5% [ Between 3% and 5% Between 2% and 3%

I Between 1% and 2% [ Less than 1%

Source: KPMG International 2012
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Conclusion i il

Following the return to growth in 2010 and 2011, the
chemicals and performance technologies industry in 2012
is being affected by the ongoing global macroeconomic
concerns — Eurozone debt issues, doubts about the
sustainability of the US economic recovery and cooling
of emerging market growth rates. This is reflected in the
survey results, which at the macro level are much more
pessimistic than 12 months ago.

Despite this, the majority of chemical executives have
continued to focus on cost and cash discipline, such

that many companies have significant cash reserves.
Companies are also undertaking or planning significant
changes in business models, improvements in operational
process and technology, investments in organic growth
from new product development as well as growth
strategies focused on geographic expansion.

While the executives this year were less optimistic about
revenue and hiring compared to 2011, 80 percent expect
revenue to increase next year, and 65 percent say that
their headcount will increase — both indicators of a growing
and well-managed industry.
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KPMG:

Serving the Global
Chemical Industry

KPMG's Global Chemicals & Performance
Technologies practice is one of the leading
advisers to the industry worldwide. KPMG
member firms audit more of the companies

on the Chemical Week Billion Dollar Club

List than any other professional services
organization and provide multi-disciplinary tax
and advisory services to a majority of the other
Billion Dollar Club companies. These services
are backed by a global network of dedicated
industry professionals, experienced in working
together on large cross-border assignments

in many chemical producing regions of the
globe. Furthermore, KPMG member firms are
committed to supporting the global Chemicals
& Performance Technologies industries over the
long term. From our sponsorship of chemical
CEO round tables worldwide, to member firms'
participation in industry events at local, regional
and global levels, we are dedicated to playing
an active role in the operation of the global
chemical industry.
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